You need to find efficiencies in the operation to fund new investment. Where do you look?
d You have set yourself objectives for numbers of publications and revenues, and your intuition backed by past experience says that you have the necessary resources. Yet somehow, it does not seem to be happening -deadlines are being missed, mistakes are creeping in, staff are looking seriously overworked, there just does not seem to be enough time to do what needs to be done.
Faced with questions like these, you would turn to your financial information: management accounts, budgets, etc. You probably would not find the answer there -at best they would point to where the issue lies (which journal, which department) but not what the cause was or what the remedy could be.
This article looks at what sort of financial information, and what sort of analytical techniques, could be used to answer the type of questions above.
How efficient is your publishing operation?

What is changing?
Why, someone is now asking, do we need to worry about this? We are still generating decent margins, our management accounts arrive on time and are accurate, we manage to control our costs within budget and forecast revenues pretty well. The answer is that the environment is changing. The financial management and control techniques which have been used have served publishers well in a relatively stable state, but who would now say that they were in a stable state, and that the next five years are expected to look much like the last five? Any publishing portfolio is made up of parts with very different financial performance, with the differences hidden behind a satisfactory aggregate. Really detailed studies of profitability by title or segment are not often done (because they are very hard work) but my experience has been that when they are done the results vary from surprising to downright horrifying. This has not been apparent as a problem, since the profitable and unprofitable have tended to grow in step and so kept the aggregate consistent. This is changing, and the composition of the portfolio is likely to be much more volatile, as different parts of it see growth and attrition rates much higher than anyone has been accustomed to. There will be new products whose financial characteristics nobody really knows. Rapid change will bring some real surprises, some of them unpleasant. This article suggests techniques which will enable you to understand better the financial implications of what is happening and shape it to your advantage. You will be better prepared to keep your operation in optimum financial health, and to prove to anyone that this is the case.
What is financial information for?
Financial information serves a variety of different purposes, whose different requirements are often incompatible. Simplifying, the different uses could be broken down into the main headings of: Stewardship reporting mostly means the annual statutory accounts, or the numbers in the society's annual report. Stewardship accounts are produced in standard formats, in order to be comprehensible to users who may know little about the day-to-day operations of the business, or want to make comparisons with other operations which they perceive to be similar. Figures are presented at a high level of aggregation, so that we are unlikely to be able to see the relative performance of, say, books versus journals versus conferences, and certainly not the relative performance of individual publications.
The second, control, function is served usually by management accounts. You have a budget and you need regular, timely, accurate enough information to ensure that you are not deviating from it. The format will vary from one organization to another, but is standard from one month to the next. The level of accuracy is 'good enough', which is probably less than that of the annual accounts.
What the management accounts don't tell you
Information for stewardship reporting and control is all the financial information that is produced in most organizations. However, one leading writer on business strategy, Michael E. Porter, sums up the position well when he comments 'While accounting systems do contain useful data for cost analysis, they often get in the way of strategic cost analysis. ' 1 Consider how helpful they are at answering the questions with which the article started. Suppose that I identify two journals, which have similar frequencies and extents but one of which seems to absorb the time of 2.5 whole time equivalents and the other 3.5. What could account for the difference? Is it a problem, or is there some good reason? I need to track down where the difference is. Is it because one journal has a higher rejection rate than the other? If this is my hypothesis, I would need to confirm it by showing that the extra time is spent at the refereeing stage. Maybe the editorial board of one journal is just very difficult to work with? Again, is that hypothesis supported by the data? Maybe one journal historically had 3.5 people available to it, and just makes use of them even if it could manage with fewer. Now we have arrived at a level of analysis which gives us a real grasp of the issues and shows us very clearly what we can or cannot do to improve matters. At this point, however, some objections are probably surfacing: we do not have the resources to do this analysis; or many of the allocations made are subjective, and cannot have the required level of accuracy.
The first objection is quite correct. Analysing all costs across all stages of all publications would be an enormous task. A few years ago I was involved in a large strategy review in a major group, working with one of the subsidiaries to produce the financial information requested. The analysis and allocation of revenues and costs over the whole business in an entirely new way turned into such an exhausting exercise that it seemed to leave little time for analysing the results. The answer is to be more pragmatic. Do a rapid superficial analysis and use judgement to identify where the major costs are, and to identify any obvious apparent discrepancies. Investigate those areas in more detail. The question of accuracy can also be dealt with pragmatically. If you are not sure about something, make a higher and lower estimate and see whether using these two figures, or something in between, the conclusion would be different. Very often it will not be, and you need not give the matter any more thought. If the uncertainty is critical, then you will need to investigate further.
The other saving grace of this form of analysis is that it does not need to be done as frequently as the management accounts. Unless your business is changing exceptionally rapidly, you may only need to do a reasonably full exercise once every two years, and then update only areas where there is good reason to expect significant changes. Alternatively, you could work around the organization on a rotating basis.
Thinking about the future
Gaining a good understanding about the financial characteristics of the present business will also add confidence to projections of the future. If the plan is to expand activity A, which we know in fact absorbs a lot of time in ways that are not obvious (say from people whose main jobs are actually something else), then we know we need to budget additional resources in those areas. Activity B, on the other hand, may require fewer resources than at first appears because the people ostensibly working on it in fact spend a lot of time on A. This may mean that investment in B gives a better return than in A.
The point is that any publishing operation has titles or categories with widely different profitabilities hiding behind an overall average. If we do not fully understand their cost profiles, then we run the risk of expanding activities with 'hidden' costs. The result may be that we find ourselves having how well can we see the costs associated with each title?
to take on additional staff for reasons we do not fully understand -'We just don't seem to be able to handle the work' -which is not a good basis for asking stakeholders for extra resources. Alternatively we may overstretch existing staff so that deadlines are missed, quality declines, staff turnover rises, and revenues fall.
Putting it into practice
The discussion above shows why the management accounts do not give the full picture, what else you need to know, and how valuable that information can be. To apply the principles in practice, the process is in four stages:
1. Determine the objectives 2. Understand where the costs go 3. Find the appropriate measures 4. Communicate the results to best effect
Setting objectives
The first point about objectives, particularly for learned societies, is that they are not all financial. Some societies may have a pressing need for a minimum level of surplus from their publishing operations, while others may have sufficient other income to be more flexible. For a learned publishing operation, profitability is as much a policy decision as anything else, given that many learned society journals could, if they emulated commercial publishers, charge much higher subscriptions.
A decision is needed about what is core to the society's mission and so must be done even if makes no money; what is done principally to make money; and what is not core to the mission but deserves to be done even if profitability is very modest. All stakeholders need to be in agreement on this from the start, or terrible problems will emerge later.
Where do costs go?
The first step is to determine your framework for analysis, or the 'boxes' into which you will divide up costs. The overall objective is to break the operation down in a way that facilitates comparison on a likewith-like basis, eliminating distorting factors such as higher costs as a result of a central London location, lower profitability as a result of a policy decision to keep prices at a minimum, or differences in cost resulting from entrusting more or less work to the editorial board. The existing classifications in the management accounts are unlikely to assist here, for the reasons previously discussed. The best way to proceed is probably to break down the whole production process firstly by product and then by stage of production.
'Product' will mean a particular journal (supplements kept separate), a book, or a conference or training course. The analysis by stage is best done by going through the list of activities needed to produce the final product. There will be a chronological sequence, and then some activities, such as subscription management or marketing, which are continuous. As an example, the activity analysis for a journal could be: The first seven items come from thinking through the production process in chronological order while the last two are ongoing activities.
For a conference, the activity analysis could be: etc. This is conceptually very straightforward, although it could be time consuming if your management accounts and invoice filing systems are not helpful.
Next we need to allocate the costs described by the management accounts as indirect. These will almost all relate to the time spent by staff, and this is where analysis could take us into new territory altogether. It is precisely because the allocation of these costs is not readily apparent that real benefit comes from analysing them. We need to understand exactly what staff are spending their time doing. Professional firms and consultancies have their staff fill in timesheets every week, but this is quite rare in publishing. What has been done successfully is to ask staff to keep a log for a given period and then assume that the allocation of time remains the same unless something obvious changes. When tracking time, include staff who are not formally allocated to a single activity, such as secretaries, administrators, and managers. They may in fact devote significant time to particular titles or projects.
Once we have an allocation of time, we may need a pause to recover from the shock and convince ourselves that what we have found is true. Next, we have to decide whether we need to calculate the cost of those hours or whether, as in the case described above, we can simply focus on the hours themselves. This depends on how we want to compare the data with other organizations. If we do all editorial work in house and the other organization with whom we wish to compare ourselves does the same, then we can compare our hours with theirs. Suppose, on the other hand, that they use freelancers. Now our costs are just represented by hours of our staff, while theirs are a combination of hours of their staff plus freelance costs. To compare like with like we need to express both organizations' costs in money, which means ascribing a value to staff hours.
Calculating the total cost of staff hours requires the overhead allocation percentage, or the percentage that needs to be added to raw salary cost to arrive at the total cost of employing someone. This can be taken reasonably easily from the management accounts. The costs will be something like: Now we can calculate the actual cost of a staff hour. Take the base salary of the employee concerned, increase by the overhead percentage, and divide by the number of working hours in the year. The result will probably be more than you first thought. In this case the hourly cost of a staff member earning a salary of £25,000 and working an average 37.5 hour week is £22.77. This gives us what we need to work out the cost of an We need to understand exactly what staff are spending their time doing activity which is carried out using a mixture of staff time and external cost.
I should admit here that overhead cost allocation is not quite as straightforward as I have made it sound: there is plenty of scope for honest disagreement over the question of what is and is not included, to say nothing of the opportunities for obfuscation or denial of uncomfortable truths. Overhead allocation could be the subject of a whole article in itself. For the present, remember that the key is consistency. We are developing these measures to compare them with others from other organizations, so the important thing is that both organizations' figures are calculated on the same basis, even if that basis is not 100% 'right'.
Measures of efficiency
Having established where costs and time are going, we are now in a position to look at efficiencies. The first thing to look at, before looking at particular titles, is how much time is actually spent on revenue-earning projects (usually known as 'utilization rate'). The consensus among those who track this regularly is that 70% is the figure to aim for, the remaining 30% of time being needed for internal meetings, training, personal administration, filing, coffee breaks, and so on. Trying to maintain the percentage above 70% for any length of time will be counterproductive in that it will generate stress and ultimately lead to burnout. The figure will not reach 70% without management, however. If you decide you want to pursue the question of utilization rates further, remember one crucial point: an individual's utilization rate does not measure his/her effectiveness; it measures the effectiveness of his/her manager, or the organization.
Low utilization typically results from problems in the organization, particularly when these result in too many meetings, or meetings that go on too long or involve too many people.
One organization which did keep time records found that utilization was running at around 55% when first measured. Remarkably, even during a very busy period in which the average working week reached 50 hours it rose to only 60%. Explicitly managing utilization brought it to 70% over three months and kept it there. This in itself will probably not convince you to start keeping timesheets, but does indicate the value of focusing on getting the job done and minimizing the distractions. In quantitative terms, managing utilization effectively could mean the equivalent of an extra person, free, for every four employed.
Looking now at individual activities, the task is to develop an appropriate ratio to measure efficiency. The numerator (figure on top of the fraction) is cost, whether measured in time or money. The denominator (figure on the bottom of the fraction) of the ratio is level of activity, which could be number of papers processed, number of subscriptions renewed, number of new subscriptions entered, number of pages typeset, number of speakers recruited, number of conference delegates registered. Example ratios would include: Remember that effective use of time means focusing on areas which account for substantial cost, or where the first superficial analysis suggests that something looks odd, or you have a feeling that there may be a better way to do things.
Making comparisons
Having calculated the key ratios, how do you then assess whether they are optimum, or capable of being improved? The best way to do this is to compare with external benchmarks, other operations similar to your own which you respect. Another point to remember when doing this is to be clear about the standard of proof required. Think of yourself as a lawyer preparing a case to convince a judge or jury. Decide what standard of proof is required: beyond reasonable doubt or on the balance of probabilities? You will not achieve the standard of proof required of a mathematical theorem, or the standard you might expect of a paper you would publish in one of your own journals. Ultimately, however, you do not need prove a point to produce a benefit from the work. Even evidence which is at best circumstantial or suggestive can be very valuable if it highlights an area where you can demonstrably increase efficiency.
Communicating the results
A project along the lines described above will be of great value even if the results stay strictly within the organization, but there will also be a benefit in communicating with other stakeholders. Indeed, if the conclusion is that greater investment is needed, or that margins or surplus must inevitably reduce, communication will be a necessity. A recent paper from the Institute of Chartered Accountants 2 offers some suggestions. They propose that the largely historical and numerical information traditionally offered be supplemented by an assessment of the environment in which the enterprise operates, and the strategies it has adopted in response. Internal performance measures, such as some of the efficiency ratios identified above, should be disclosed and explained. I am acutely aware, from personal experience, that communicating information about the dynamics of a business and its future prospects to stakeholders who have a multiplicity of other concerns is no small task. In a time of rapid change, however, it is essential to communicate effectively in order to maintain the support required.
Conclusion
What has been presented is a scheme for maintaining your publishing operation at optimum efficiency. It is more than a way of eliminating activities that do not pay their way: in most cases, where a problem is identified it can be resolved and the activity continued. A better understanding of the financial dynamics of your present operation will also give you confidence in planning for the future, and justifying your financial projections to other stakeholders. You could spend weeks analysing your operation from top to bottom, or take two days to find some quick successes.
An example will demonstrate the potential power of the techniques.
One organization I know well applied the techniques just described to raise average profitability by 25% and internal productivity by 17%, resulting in 46% additional profit from the same cost base. This admittedly was a fully commercial operation without the constraints that a learned society publisher may face, but even half this gain would give a publishing operation the chance to generate from within itself the resources to survive and thrive in the digital age.
